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LETTERS OF TRANSMITTAL

DEeceMBER 9, 1980.

To the Members of the Joint Economic Committee.

Transmitted herewith is a staff study, printed separately, and
technical papers which together form Volume 1 of the Special Study
on Economic Change (SSEC).

Volume 1 is entitled “Human Resources and Demographics: Char-
acteristics of People and Policy”’ and is one of 10 areas on different
aspects of the economy published by the SSEC. The SSEC was
initiated in 1978 under the direction of the former Chairman of the
Joint Economic Committee, Representative Richard Bolling, then
Vice Chairman Senator Hubert H. Humphrey, and the former Ranking
Minority Member, Senator Jacob K. Javits. It is intended to identify
major changes in the economy and to analyze their implications for
policymakers. The successful completion of this Study will, I believe,
help provide an economic agenda for the United States for the decade
of the 1980’s.

The views expressed in the technical papers are exclusively those of
the authors and do not necessarily represent the views of the Joint
Economic Committee or of individual members. The staff study was
approved by the Chairman’s Special Study Review Committee formed
by the Chairman, Representative Bolling, Ranking Minority Member
Representative Clarence J. Brown, and Senator Javits.

Sincerely,
Lroyp BENTSEN,
Chairman, Joint Economic Committee.

DEcEMBER 4, 1980.
Hon. Lroyp BenTsEN,
Chairman, Joint Economic Committee,
Congress of the United States,
Washington, D.C.

"Dear MR. Cuamrman: Transmitted herewith is a staff study,
printed separately, and technical papers entitled “Human Resources
and Demographics: Characteristics of People and Policy,” which
constitute Volume 1 of the Special Study on Economic Change (SSEC).

The SSEC was jinitiated under the leadership of former Chairman
of the Joint Economic Committee, Representative Richard Bolling,
Vice Chairman Senator Hubert H. Humphrey, and former Ranking
Minority Member, Senator Jacob K. Javits. The Study is divided
into 10 substantive areas, which together chart major changes in
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the economy and analyze their implications for policymakers. Volume
1 comprises a detailed examination of the supply of labor, coupled with
probable shifts in the structure of employment over the coming
decades.

Demographic patterns such as the maturing of the baby boom
and the dramatic increase in the participation rate of women will
have profound effects on U.S. labor markets in this decade and
beyond. At the same time, new technologies could result in equally
profound shifts in demand for employment skills. U.S. policies in
education and other programs should take these long-term changes
into account if this country is to attain the improved standard of living
and increased quality of life which could be possible under optimal con-
ditions. This study takes a hard look at the factors affecting labor
su{)ply and demand over the coming decades and lays out a realistic
policy program for utilizing fully America’s human talent.

It should be understood that the views expressed in the technical
papers are exclusively those of the authors and do not necessarily
represent the views of the Joint Economic Committee or of individual
members. The staff study was approved by the Chairman’s Special
Study Review Committee formed by the Chairman, Representative
Bolling, Ranking Minority Member Representative Clarence J.
Brown, and Senator Javits.

Sincerely,
JOHN M. ALBERTINE,
Ezecutive Director, Joint Economic Commilttee.
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SuMMARY

Future economic conditions in the United States are dependent in
part on demographic fluctuations that alter the size and age structure
of the population. These demographic changes affect the composition
of the labor force and the number of people in the nonworking years.
This paper examines projected demographic shifts and identifies
responses to them.!

Slowing Population Growth

The United States and most other industrialized countries have
been experiencing long-term secular declines in their national birth-
rates. The principal deviation from this trend occurred immediately
after World War IT when the fertility rate temporarily surged upward.
Following this period, fertility patterns dropped sharply and now the
United States is approaching zero population growth. Fertility
reductions,? limited legal immigration,® and mortality declines have
created a demographic framework that has resulted in slowing popula-
tion growth and an aging population.

Population projections indicate a slow rate of growth from 218.4 mil-
lion in 1978 to 243.5 million in 1990 and then to 260.4 in 2000.* Impor-
tant age composition shifts are expected due to fluctuations in past
fertility. The number of youths 0-17 years of age will decline between
1978 and 1985 while the number of individuals aged 18-24 falls after
1980. Population growth is centered in the increasing size of prime
working age population and those 65 years and older. The ratio of

youths to those 18-64 drops from 48.2 percent in 1978 to 43.2 percent
" in 2000 while the ratio of the elderly population to those 18-64 in-
creases from 18-20 percent. It is significant that the proportion of the
total population aged 18-64 is projected to increase from 60 percent to
over 61 percent by 2000. ‘

Labor Force Changes

The Joint Economic Committee Special Study on Economic Change
is interested in the economic impact of these population shifts. The
demographic effects may operate through various economic response
mechanisms. This paper identifies and assesses the significance of the
demographic-economic interrelationships.

Population changes along with shifts in age-specific participation
rates will determine the future composition of the labor force. Over the
next 15-20 years; there will be a decline in the number of new entrants

! Ageregate effects oi: the economy are the result of numerous individual deeisions. For example, individual
family units are continuously making decisions that allocate available resources to alternative desires.
Throughout their lives, family members’ time and w«alth are spent to achieve established priorities. Thus,
decisions concerning fertility, migration, labor force participation. and savings are jointly made with each
outecome influencing the other oplions. The primary purpose of this paperis to examin-. the effects of popula-
tion growth and varying cohort size on the national economy. It should be remembered throughout this
discussion that fertility decisions are alzo affected by economic variables.

. ? Birthrates differ by race and ethnic groups and such variation could have an impaet on the economy. The
high fertility grotg)s frequently require greater governmental assistance and also tend to face more adverse
labor mar¥et conditions. This paper does not examine the potential economic and political imy lications of

rapidly increasing components of the population.

3 While legal immigration has been severely restricted, illegal immigratior. may be one of the primary deter-
minants of population growth. It is difficult if not impossible to estimate the magnitude of illegal immigra-
tion. th(iile the concept of immigration in general i~ addressed in the paper, illegal immigration is not directly
examined,

¢ These estimates are based on the intermediate projections by the Bureau of Census which assume a _
fertility rate of 2.1 births per woman and a net annual immigration of 400,000.
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into the labor force. As the baby boom cohort ages, the proportion of
the labor force aged 25-54 will grow from 61 percent in 1977 to 70
percent in 1990. Despite the growth in the elderly population, the
Bureau of Labor Statist'cs (BLS) estimates that the elderly work
force will remain constant as the decline in labor force participation
rates offsets the increase in the elderly population.

Impact on Productivity

Slowing population growth will tend to retard the average rate of
occupational promotion for workers; however, reduced work effort by -
the elderly will serve to offset this effect. An aging labor force will also
tend te decrease the propensity of workers to shift jobs and location in
response to changes in demand. Whether population changes will
adversely affect productivity will depend on several other factors in
addition to reduced mobility. Reduced numbers of workers may enable
greater investment in human and physical capita! per worker. Better
trained individuals working with increased amount of capital would
raise the level of cutput per worker in the economy.

Another factor that has received considerable attention is the re-
lationship between productivity and age. Life cycle patterns of pro-
ductivity indicating increasing acquisition of skills early in life and
productivity declines late in life imply the potential for age structure
effects. However, numerous studies indicate that older workers who
remain in the labor force are able to continue to perform many job
assignments. Even if individual productivity falls at older ages, the
aggregate productivity decline due to the growth in the older labor
force will tend to be offset by the decline in the number of new rela-
tively untrained youths into the work force. These competing hy-
potheses lead to considerable ambiguities in the effects of projected
demographic changes on future proguctivity

Sensitivity of the Unemployment Rate

Changes in the composition in the labor force since the 1950’s have
apparently raised the aggregate noninflationary unemployment rate
by over 1 percentage point. The rapid growth in the youth labor force
has been the principal source of this increase. Teenagers have sig-
nificantly higher unemployment rates than other workers and be-
cause there has been an increase in the proportion of the labor force -
comprised of youths, this has raiced the general unemployment rate.
In addition, the increase in the population age 16—-24 has increased
the unemployment rate of this group. Future population trends, in-
cluding the entrance of a much lower rate of young people joining
the labor force (compared to the 1970’s) will decrease tﬁe importance
of the high unemployment groups in the 1980’s. This and related
demogra,p%ic effects could help lower the unemployment rate during
the next decade.

Retirement Behavior

Individual retirement behavior increases in importance in con-
junction with an aging of the population. Over the next 20 years, the
size of the olderly population will grow as will the proportion of the
population in the older age groups. These trends will be intensified
early in the 21st century. As a result, early retirement will exacerbate
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7 the mounting pressure for income transfers to the elderly. Projections
by the Bureau of Labor Statistics anticipate a continued fall in labor
7 force participation by older individuals. Population aging may necessi-
tate a reevaluation of our national retirement policy and the economic
framework within which retirement decisions are made. The raising
of the age of eligibility for retirement benefits and other policy modi-
fications would significantly alter the behavior of older workers. The
aging of the population is conducive to delayed retirement and these
demographically induced pressures should moderate the trend toward
early retirement.
‘ Savings and Consumption

Several hypotheses have been advocated outlining the influence of
the rate of population growth on personal savings and patterns of
consumption. Available evidence is inconclusive and not sufficiently
definitive for use in formulating public policy. Despite considerable
public discussion, the affect of the major retirement programs on
capital accumulation remains uncertain. Age structure changes in the
future are likely to alter the emphasis of public expenditures away
from youths toward the aged.

Conclusion

The ensuing paper illustrates future changes in population size and
age structure. Tll)xe examination of potential economic responses to these
fluctuations indicates a series of relationships through which the
demographic changes can alter the Nation’s economy. Further re-

- search is needed before many of the hypotheses can be confirmed or
rejected. There is sufficient evidence, however, to indicate that the
demographic-economic relationship is important. Public policimakers
must consider the demographic framework when assessing the impact
of policy changes and the validity of economic forecasts.

INTRODUCTION

This paper examines the relationship between demographic and
economic variables and assesses the likely impact of population
changes that are projected to occur over the next two decades. The
first section reviews the significant demographic shifts that have
taken place since World War II. The sharp increase in births in the
late 1940’s and early 1950’s has now been transformed into relatively
large numbers of youths entering the labor market. The subsequent
fertility decline has reduced the number of children, slowed the rate
of population growth, and created a demographic framework for the
continued aging of the population throughout the 20th century.

These population fluctuations directly influence the size and age
composition of the labor force. These labor force changes may affect
the performance of the economy. For example, one of the primary
supply side causes of the present high rate of unemployment is the
relatively large numbers of youths in the labor force. Population aging
in the coming decades should moderate this situation. The changing
age structure of the population and hence the labor force has implica-
tions for labor mobility, productivity, and aggregate support costs.
In addition, the demographic changes may influence the rate and
patterns of economic growth and the savings rate.
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The size and composition of the dependent populations who typically
are not in the labor force determines the demand for many social
services. Programs that provide age-related benefits expand in re-
sponse to growth in the e{)igible population. In the past, real benefits
have been expanded rapidly and this increase has comprised much of
the overall increase in the cost of transfer payments.. As the future
elderly population increases, the public policy debate will continue to
focus on the adequacy of these benefits along with the ability and
willingness of the working population to provide the tax revenues.

The interrelationship between economic and demographic factors is
complex and works through a series of interactive mechanisms. This
paper examines these mechanisms and their likely effects to the year
2000. Obviously, such projections contain potential sources for error
including changing pu[?lic olicy assumptions. Throughout this dis-
cussion, we attempt to incﬁcate the bias of alternative projections.
Despite this reservation, the analysis that follows indicates the impor-
tance of considering demographic factors in economic planning and
the need to employ long-run projections in the consideration of future
public policy. :

Porurarion CHANGES

Changes in the size of the population and its age structure are the
result o% fluctuations in fertility, mortality and immigration. Recent
trends in these demographic variables have reduced the rate of popu-
lation growth and generated shifts in the population age distribution
that can best be described as population aging. Current projections
indicate that further aging is fike]y as the Nation approaches zero
population growth. Population aging refers to an increase in the pro-

ortion of a population in the older age groups combined with a
gecl'me in relative number of youths and is reflected in an increase in
the population’s median age. The process of population aging is of
economic significance because of its impact upon individual economic
behavior and the ensuing macro-economic response. This section re-
views the determinants of population growth and age structure
changes and provides projections of further aging. Subsequent seg-
ments examine possible economic responses to population aging and
future changes in public cost of transfers to economically dependent

age groups.
g6 group TABLE 1.—ANNUAL MEASURES OF FERTILITY

Total fertility Crude birth  General fertility
rate 3

Year rate t rate3
1,760 14.7 65.7
, 799 14.7 66.7
1,857 14.9 68.4
, 896 14.9 69,2
2,022 15.6 73.4
2,275 17.2 8.8
, 480 18.2 8.9
2,928 19.6 96.6
3,654 23.8 118.0
3,760 25,2 122.7
, 574 249 118.3
3,001 23.9 106. 2

! The number of births that 1,000 women would have in their lifetimes if, at each age, they experienced the age-specific
birth rates in existence in the specified calendar year. Thus, the estimated completed family size of a woman based on
the 1976 fertility rates would be 1.76 children as compared to 3.76 in 1957,

2 Births per 1,000 population.

3 Births per 1,000 women 15 to 44 years of age.

Source: U.S. Bureau of Census, Current Population Reports, series P-25, No. 706, “‘Estimates of the Population of the
United States and Components of Change: 1940 to 1976, U.S. Government Printing Office, Washington, D.C. 1977
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Determinants of Demographic Fluctuations and Recent Trends

The size and age composition of a population is determined pri-
marily by national fertihty behavior, particularly in countiies with
the 1elatively low mortality characteristics of the industrialized
countries. Several measures of population growth can be used to assess
alternative patterns of fertility. The total fertility rate is the number
of births that 1,000 women between the ages of 15 and 44 would
expect to have in their lifetimes if, in each year of their lives they
experienced the birthrates that were in existence during the specified
carendar year. The natural increase of the population is defined as the
difference between the number of births and deaths in the country.
Thus, a high fertility rate and hence a high rate of natural increase
produces a growing population and a relatively high proportion of the

opulation being in the lower age categories. Conversely, low rates of
ertility imply a population with relatively more older persons. As
shown below, projected low fertility rates over the next half century
will gﬁnerate urther population aging and a low rate of population
growth.

Age-specific mortality rates influence the age structure by deter-
minin% the proportion of each cohort surviving to older ages. Reduced
mortality does not necessarily imply population aging, for a decline
in the mortality of the very young agects the age composition in a
way similar to an increase in fertility. However, an increase in lon-
gevity only at higher ages raises the relative number of older persons.

opulation projections by the Census Bureau in 1977 estimate that
life expectancy will continue to increase. Thus, continued improve-
ments in health care will to some extent offset the effects on the size
of the population as fertility declines. However, these declines in
mortality will further exacerbate the aging of the population.

Immigration can temporarily modify the age composition of an
immigrant-1eceiving countiy if the age structure of the immigrants
differs from that of the native population. Nonsustained in-migration
will have only a transitory effect on the age distribution of a popula-
tion if the migration does not affect the prevailing patterns of fertility
any mortality. Immigration will, of course, affect the size of the popu-
lation but should have only limited influence on its age structure.
Illegal and undetected immigration can cause significant errors in
population estimates and result in serious underestimates of future
population size.

ecent demographic changes in the United States are examined
within this methodological framework. The postwar decline in fertility
has dominated the population changes. However, significant advances
have been made in Eealth care reducing mortality rates and increasing
life expectancy. In addition, shifts in the timing and rate of family
formation may have important economic implications. Unfoleseen
and illegal flows of new immigrants can dramatically alter the popula-
tion of certain regions. The remainder of this section outlines the
changes in the size and composition of the population,

On January 1, 1979, the total population of the United States was
220 million representing a 1.7 mi{)lion increase over 1978. The annual
rate of population growth has fallen substantially since the immediate

Lﬁeg table 1 for an illustration and discussion of the total fertility rate and two other measures of fertility
vior.
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post-World War II years. The average annual rate of growth which
was 1.71 percent in the 1950’s and 1.26 in the 1960’s declined to 0.84
from 1970 to 1976. The decline in the population Tgrowth during this
period was due primarily to fertility reductions. The annual number
of births peaked in 1957 at 4.3 million and declined almost continu-
ously until leveling off at the 1973 level of 3.1 million.

The total fertihity rate was 1,760 in 1976. Table 1 illustrates the
dramatic declines in this and other indicators of fertility that have
occurred since the mid-1950’s, The total fertility rate has fallen by
over 50 percent since 1957 and by 29 percent since 1970.% As a result,
the tota,Ffertility rate is now well below the 2,100 necessary to sustain
a zero %owth rate of the population if it were maintained for many
years. Despite the implied less than subreplacement level fertility,
births continue to exceed deaths in the United States by more than
1 million per year because variations in past fertility have generated
a relatively large cohort of women in the principal child-bearing years.
Thus, in the short run, replacement level fertility does not necessarily
produce a no growth population. Without positive net immigration,
continued replacement fertility would eventually result in a stationary
population.

Continued advancement in health care and personal health mainte-
nance have produced mortality declines and increases in life expectancy
The past 40 years, however, cannot be characterized as a period of
continuous decline in age specific mortality. A generally rapid mor-
tality decline occurred between 1940 and 1954 as life expectancy at
birth rose from just under 64 years to approximately 70 years. Table 2
indicates that the decline was for both males and females and also for
both sexes at age 65. Between 1954 and 1968, only minor reductions
were recorded 1n death rates and life expectancy rose only slightly.
Since 1968 the fall in the mortality rate has accelerated once again.
In the ensuing 9 years, the average annual decline in the death rate
for those aged 65 and over was 1.7 percent compared to a 1.5 percent
decline during the 1940-54 period.”

TABLE 2.—LIFE EXPECTANCY AT BIRTH AND AT AGE 65

At birth At age 65
Year Both sexes Male Female Difference Both sexes Male Female Difference
49,2 41.9 50.7 2.8 11.9 11,5 12.2 0.7
63.6 61.6 65.9 4.3 12.8 12.1 13.6 1.5
69.6 66.7 12.7 5.0 14.4 13.1 15.7 2.6
70.2 66.6 74.0 7.4 14.6 12.8 16.3 3.5
72.8 69.0 16.7 1.7 16.0 13,7 18.0 4.3
4.1 70.0 78.3 8.3 16.8 14.2 19.0 4.8
75.0 70.7 79.4 8.7 17.2 14,5 19.8 5.3

Source: National Center for Health Statistics (U.S. Public Service), the U.S. Bureau of Census. ‘‘Advance Report—
Final Mortality Statistics, 1976,"” Monthly Vital Statistics Report, vol. 26, No. 12, supplement (2), March 1978, and Jacob
S. Siegel, “‘Recent and Prospective Demographic Trends for the Elderly Population and Soma Implications for Health
Care,'” presented to proceedings of the Second Conference on the Epidemiology of Aging, March 28-29, 1977,

¢ As noted earlier the total fertility rate is the number of births that 1,000 women would have in their life-
times if, in each year of their life, they experienced the birth rates that were in existence during the specified
calendar year. The total fertility rate may be viewed as an estimate of the completed family size of a cohort
of 1,000 women. Thus, the estimated family size of 8 woman based on the 1976 fertility rates would be 1.76
children as compared to the 2.1 births necessary to maintain a constant gopulation.

7 Jacob 8. Siegel, ‘‘Prospective Trends in the Size and Structure of the Elderly Population, Impact of
Mortality Trends, and Some Implications,” testimony before the Select Committee on Aging, U.S. House
of Representatives, May 24, 1978. The infant death rate has also declined in recent years falling from 26
deaths per 1,000 to 20 per 1,000 in 1970 and further to 14.6 in 1978. For details, see Vital Statistics Report,
Department of Health, Education, and Welfare Publication No. 78-1120, vol. 27, No. 2, May 18, 1978, and the
S&ia:iisticaé”.&bstract of the United States, U.S. Department of Commerce, Bureau of Census, 99th
edition, 1978,
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Future mortality declines may influence the size and age composi-
tion of the elderly population. The increase in the very old popula-
tion, for example those over 75 and over 85 years of age, could be
significantly influenced by any biomedical revolution that some re-
searchers foresee.® Another important observation is the increasing
gap between the life expectancy of men and women. Table 2 illustrates
that the 1976 life expectancy at birth of males was 69 years compared
to 76.7 years for females with the majority of the differential remain-
ing at age 65. These differences are shown to have increased during
this century and the Census Bureau is projecting a modest continua-
tion of the divergence between male and female death rates.®

Net legal civilian immigration into the United States which has
been averaging less than 400,000 per year since the 1950’s reached
347,000 in 1978. This represented approximately one-fifth of the net
population change during the year. Immigration accounted for about
one-sixth of population growth in the 1960’s and one-tenth in the
1950’s. The increase in the relative importance of legal immigration
is due to the declining birth rate rather than any rise in absolute
levels of immigration,

In recent years, illegal immigration has probably constituted a sig-
nificant but unknown proportion of population growth. Over 700,000
illegal aliens were apprehended in 1974 and 1975; however, there are
no certain estimates of the number who successfully integrated into
the Nation’s population. The continued existence of unlawful and
unknown entrance into the United States produces underestimates of
the current population and makes population projections even more
uncertain. Certain geographical regions will be more affected by this
inflow than others.!°

In addition to the size and age structure changes, the population
has undergone other important compositional changes that may have
significant economic implications. Table 3 shows several important
indicators of the rate of family formation. The age of first marriage
declined from the turn of the century through the 1950’s. The decline
was from 25.9 years for men and 21.9 years for women in 1900 to
22.6 and 20.2 years, respectively, in 1955. The 1976 age of first mar-
riage represents a rise of over 1 year for each sex. Paralleling this
postponement of marriage has been the rise since 1960 in the propor-
tion of population never married. Perhaps due to the same causal
factors, the number of divorced persons has risen substantially in the
past two decades.

8 Harold Sheppard and Sara Rix, The Graying of Working America, New York: The Free Press, 1977.

¢ Racial differences in fertility and mortality rates conld alter the proportion of the population comprised
by various minority groups. Our purpose is to outline the overall population shifts. Aggregate data of this
type may mask significant compositional changes and these changes could have an important effect on the
economy and government transfers.

10 Tllegal immigration is an important policy issue that directly affects future population estimates. We
do not attempt to estimate future waves of illegal immigration as this is beyond the scope of this paper. The
economic effect of such immigration depends on the age and skill levels of the immigrants and how they are
&ssimiliate_d into the population. The discussion of the following sections could be modified to include such
an analysis.
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TABLE 3.—INDICATORS OF THE RATE OF FAMILY FORMATION

Number of divorced per-

edian sons per 1,000 married
age at 1st marriage Percent never married persons
Year Male Female Male Female Male Female
22.8 20.3 26.0 19.0 28 42
23.2 20.8 28.1 22.1 35 60
23.8 21.3 29.8 23.0 58 92

Source: U.S. Bureau of Census, Current Population Reports, series P-20, No. 306, ‘‘Marital Status and Living Arrange-
ments: March 1976," U.S. Government Printing Office, Washington, D.C., 1976.

Population Projections and Future Age Structure Changes

Long-term population projections can be a hazardous undertaking
as a review of the past studies indicates errors of considerable magni-
tudes.!! Yet, long-range planning for many social policies necessitates
such information. Forecasts for shorter periods are less subject to
error and for many segments of the population can be very accurate.
For example, virtually everyone who will be in the labor force in 1995
is already born, thus only a misjudgment of future mortality and
migration will bias the estimates of those over 18 prior to 1995. In
this paper, we concentrate on the anticipated population changes prior
to 1995. As a result, alternative fertility assumptions will affect the
size of the total population and of those 0-17 years of age but will not
affect the size of other age cohorts.

Table 4 illustrates population projections using series II estimates
of the Census Bureau which assume replacement level fertility, a net
annual immigration of 400,000, and some mortality improvements.
This represents the intermediate set of projections which is generally
considered to be based on the most plausible set of assumptions. The
population increases from 218.4 miﬁion in 1978 to 260.4 million in
2000. The aging of the population is indicated by the increase in the
median age from 29.7 years in 1978 to 35.5 years in 2000, and the
rise in the number and proportion of the population age 65 and over.
While the ratio of those over 65 to those of prime working age (18—64)
increases, the youth dependency ratio falls from 48.2 percent in 1978
to 43.2 percent in 2000. As a result, there is a slight rise in the propor-
tion of the population in the prime working years, 18-64. The data
presented in table 4 provide a framework for the discussion in subse-
quepgb Tections relating the projected demographic changes to economic
variables.

11 The difficulty in projecting future population size and age structure is illustrated in a comparison of the
1975 and 1977 Census estimates employing similar fertility assumptions noted in Current Population Re-
ports, Series P-25, No. 704, p. 4. The estimated population size in 2025 has been reduced by 4 million in the
new projections with replacement level fertility; however, the predicted number over age 65 has heen raised
by 2.8 million, In the snort term, assumptions about future fertility have been lowered slightly to reflect
recent trends in annual fertility and in tne birth expectations of young married women, even though the
ultimate levels of completed cohort fertility remain tne same. In addition, the assumptions concerning
mortality have been revised to incorporate the recent decline in age-specitic death rates at older ages. These
modifications produce a shift in the proportion of the population age 65 and over in 2025 from 16.1 in the 1975
report to 17.2 in the 1977 projections.
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TABLE 4.—POPULATION AND AGE STRUCTURE PROJECTIONS WITH REPLACEMENT LEVEL FERTILITY

1978 1979 1980 1981 1983 1985 1990 1995 2000

63 63.5 62.0 1.6 1.5 62, 64.8  68.4 69.0

1312 133.3 1353 137.2 140.8 143.3 148.9 153.0 15).6

23 24, 24 254 262 2.3 29 31.4 3.8

29.0  29.3  29.5 .1 29,0 27.8 26,1 23.2 24,7

60.1 60.5 60.9 6l.2 6.6 615 7 60.5 61.3

48.2 4.9 458 43.7 435 435 4 43.2
18.6 19.1 200

Source: U.S. Bureau of the Census, Current Population Reports, Series P-25, No. 704, “Projections of the Population
of the United States: 1977 to 2050, U.S. Government Printing Office, Washington, D.C., 1977,

At the present time, it appears that the fertility assumption em-
ployed in series II may be too high!? and the expected declines in
mortality are too low. Lower fertility would reduce the size of the
population and of the cohort 0-17 years of age. Further. mortality
declines will increase the older population above that shown in table 4.
In addition, these population projections assume that a specified
fertility rate is attained and then maintained over the forecasting
period. A more likely occurrence is that fertility will tend to oscillate
around a particular rate, perhaps in response to economic conditions.
Such variations in fertility or past irregularities in the age structure
give rise to fluctuations in the annual number of births thus producing
short-term age structure changes. If mortality is invariant and the
fertility rate were to remain constant, these abnormal bulges would be
smoothed into a stable population distribution.

Much of the discussion concerning the economic impact of alterna-
tive age structures and rates of population growth focuses on the
dependency ratios of a population. Dependency ratios are a convenient
method of comparing the productive potential of an economy and
indicate the number of youths and the elderly per worker in the
economy. A higher proportion of the population n the prime working
ages is thought to indicate the capacity for increased output per capita
and a reduced need to transfer resources to the dependent populations.
Table 5 indicates that for the rest of this century the total dependency
ratio will be below its 1976 level as the decline in the youth ratio is
more than sufficient to offset the rise in the old age dependency ratio.

TABLE 5.—PROJECTED DEPENDENCY RATIOS ASSUMING REPLACEMENT LEVEL FERTILITY!

[In percent}
0ld age depend-

Youth defendenc ency ratio (65  Total dependency

Year ratio (0-17/18-64, and over/18-64) ratio 2
51.3 18.1 €9.4

43.5 19.1 62.6

43.2 19.9 63.1

39.2 20.2 59.4

39.8 22.7 62.5

42.1 29.6 1.7

a1.7 30.2 7.9

! These dependency ratios are derived from series 11 of the 1977 Bureau of Census projections. (See table 4.)
2T=\et.totallaij§ endency ratio is found by adding ccls. 1 and 2 and represents the ratio of all dependent groups to the
population .

12 Fertility may rise should economic conditions improve and the rate of increase of real wage rates accel
erate.}ndeed, in 1976 U.S. wives 18-24 years old reported that they expected slightly more than 2.1 children
per wife.,
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Reliance on this single indicator to capture the econmic significance
of age structure changes can, however, produce misleading or erroneous
conclusions.’® The total dependency ratio masks rather significant
changes that occur in the youth dependency ratio and the elderly
ratio. Over the next 20 years, there will be a continuing decline in the
ralative number of youths in conjunction with a rise in the proportion
of the elderly. Previous work has indicated that government transfers
to per elderly dependent are approximately three times as great as
the per youth transfer.”* Thus, the total claims on public resources
are not independent of the composition of the dependent population.

The anticipated population aging will also raise the proportion of
the elderly population in the oldest ages. For example, the proportion
of the 65 and over population that is aged 75 and over is projected to
increase from 38 percent in 1976 to 45 percent in 2000. Unforeseen
mortality declines would further increase this ratio. To the extent
that older people require greater resources, the rise in this ratio will
further exacerbate the support burden on the working population.
The greater longevity of females results in a large number of elderly
widows who are typically among the poorest of the aged. The con-
tinued growth in the gap between male and female life expectancies
increases the likelihood for additional public resources to be devoted
to these elderly widows.

ResronsivenEss oF THE LaBor Force to DEMOGRAPHIC
VARIABLES

The size and age composition of the labor force are directly in-
fluenced by economic and personal characteristics that affect indi-
vidual work decisions and by the age structure of the population. The
significant increase in the number of births in the late 1940’s and
1950’s has produced an important shift in the age distribution of the
population and the labor force. The impact of these age structure
changes upon the labor force will continue into the future as these
post war cohorts age. The first part of this section reviews the historical
pattern of demographic fluctuations and their correlation with swings
in economic growth. The next part is concerned with projections of
population and labor force growth.

Demographic and Economic Interaction

Throughout most of the history of the United States, migration
has been the main factor that produced the swings in the rate of
population and labor force growth. The tightening of immigration
restrictions in the early part of this century however, reduced the
importance of legal migration in determining fluctuations in popula-
tion growth. The rate of immigration has exhibited only minor changes
since the 1930’s. Thus, shifts in the birth rate and age specific labor
force participation rates have become the dominant factors governing
population and labor force changes. The 1960’s marked the beginning
of an expansion in the labor force accompanied by a continued decline
in’ the rate of population growth; To understand such developments

13 Robert Clark and Joseph Spengler, “Dependency Ratios: Their Use in Economic Analysis,” in Julian
Simon and Julie daVanzo (eds.), “‘Research in Population Economies,” Vol. IT, Greenwich, Conn.: JAI
Press, Greenwich, Conn., forthcoming. .

14 Robert Clark and Joseph Spengler, ‘Changing Demography and Dependency Costs,” in Barbara
Herzog (ed.), “Income and Aging,”” New York: Human Science Press, 1978,

56-365 0 - 80 - 2
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and their implication, the sequence of economic-demographic inter-
actions must be viewed in conjunction with past historical trends.'

Fluctuations in national and regional economic conditions influence
demographic movements through their impact on the labor market.
Periods of economic prosperity are characterized by rising real wages
and low unemployment rates that make relocation to such an area a
relatively more attractive alternative. Conversely, recessionary periods
tend to reduce the desire of potential immigrants to move to a region
where they may encounter greater difficulties in obtaining employ-
ment. A considerable body of economic research confirms the respon--
siveness of migration decisions to employment opportunities and
available wages. :

Population growth stimulates economic activity through increased
consumption expenditures and new household formations. However,
the nature of these induced demographic responses varies according
to existing labor supply conditions a.né) immigration constraints under
which the changes occurred. Prior to World War I, much of the
demographic response to economic change was in the form of swings
in the rate of immigration into the United States. Subsequent restric-
tions on immigration have reduced the responsiveness of this form of
population and labor force growth. The major upswing in the growth
of aggregated demand starting with World War II provides an illus-
tration of economic-demographic interactions in an era of restrictions
on legal immigration and the importance of underlying labor market
conditions.

The economic growth associated with World War II created a
strong demand for labor. A prolonged fall in the fertility rate, how-
ever, reduced the ratio of new labor force entrants to the total labor
force. The result was a relatively high level of demand for labor and a
tight labor market for the younger worker as evidenced in the rapid
increase in their relative well-being. The rise in living standards in-
fluenced the increase in the rate of new household formations as
workers married and began families at an earlier age.’® Thus, it can
be argued that economic expansion induced an increase in the rate of

opulation growth by raising the fertility rate. The tightness of the
Fa,bor market also encouraged the entry of new workers into the labor
force as the increase in the proportion of females in the labor force
accelerated.

The underlying age structure of the population and the labor force
were prominent factors in the interaction of demographic and eco-
nomic factors after World War II. However, the sustained economic
growth of the 1960’s did not induce a continued high rate of fer-
tility and with immigration limited, the growth rate of the population
declined. The reduced impact of economic stimulus on population
growth reflected a vastly different labor market and population age
structure. The baby boom of the 1940’s and early 1950’s created a
large increase in the number of youths entering the labor force.”” The

18 R, A. Easterlin, “Population, Labor Force, and Long Swings in Economic Growth,” New York"
1968, chs, T-TV, provides a detailed discussion of this evidence.

18 This pattern is representative of the relative income hypothesis. As this group of workers matured,
the following generations’ expectations about relative incomes and living standards were based on the
rapid growth of the preceding cohorts’ relative well-being. The omparisor ~~hort for these workers were
individuals who were entering the labor force during the depression years vi the 1930’s.

17 Throughout this paper, individuals born from the late 1940’s through the early 1960’s will be described
as the baby boom cohort. .
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large cohort of younger workers weakened their labor market position
as youth unemployment rates began to increase and relative incomes
declined. Thus, the advantages experienced by younger workers in
the 1940’s did not continue into the 1970’s. The decline in the relative
income position of the younger workers contributed to a deferment
of dma,;'rmge, household formation and reduced fertility. (tables 1
and 3.

The cohort size effect is not the only factor that influences the
fertility experience of a cohort. For example, recent studies on the
micro-economics of fertility indicate that rising real wages of females
have altered the desired number of children and the timing of births.
Families may also be choosing to invest more in each child but to have
fewer children. Thus, it seems more realistic to consider fertility,
labor force participation, and the allocation of other family resources
as decisions that are made simultaneously by individual families.
The size of one’s cohort will influence the framework within which
these decisions are made; however, it will not be the only factor
affecting family decisions.

The post-1940 events point out the importance attached to the age
structure of the population and its relationship to economic growth.
When the dominant factors increasing the size of the potential labor
force are the result of past births, then the impact of demographics
upon economic growth becomes dependent on the timing of the popula-
tion cycle. Formerly centered around migration swings, labor force
fluctuations tended to be in response to economic changes. When the
number of potential workers is governed primarily by past fertility
patterns, the economic influence on the size of the labor force is limited
to its impact on the age specific participation rates. Thus, swings in
labor supply may occur independently of aggregate demand condi-
tions and can serve to exacerbate unemployment conditions rather
than moderate them. As a result, current labor force growth may lead,
instead of lag, behind economic fluctuations.

The emergence of the natural-increase population cyecle as an
explanation for present demographic changes suggests some important
implications for future labor force growth. Concomitant with popula-
_ tion aging, the ratio of youths 1824 to those 18-64 declines from its

high 22.1 percent in 1978 to 15.4 percent in 2000 assuming replacement
level fertility (table 4). An application of the previous argument sug-
gests that the relative well-being of youths will rise and this W%ll
stimulate a new baby boom.!® While it appears likely that fertility pat-
terns will continue to fluctuate, available evidence does not indicate
an imminent surge in the birth rate. As noted earlier, however, a
significant upward movement will be required to achieve the replace-
ment level fertility used to achieve the intermediate set of census
projections. One moderating influence of the relationship of fertility
with the relative income position of young cohorts is the increasing
career orientation of women and the relationship between a wife’s
wage and the cost of childbearing. Fertility decisions are determined
in part by both price and income effects of increasing family size.
" Higher wages and greater labor force attachment of women tend to
reduce fertility during periods of tight labor markets. Thus, women

18 Richard Easterlin, Michael Wachter, and Susan Wachter, “Demographic Influences on Economic
Stability,” Population end Develop ¢t Review, March 1978, pp. 1-22.
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may attempt to plan childbearing with respect to present and expected
future labor market opportunities.”

Labor Force Growth and Composition

The U.S. work force has grown rapidly since World War II; how-
ever, the labor supply experience among specific age/sex groups has
been quite diverse. This growth can be described in terms of autono-
mous and induced components of labor force changes.?* The autono-
mous component reflects age and mortality changes that shape the
natural increase of the working-age population in a given periad. The
induced component is seen as adjustments through migration and
participation rate changes in response to changing economic conditions,

The contribution of the autonomous component to labor force
growth is largely predetermined by previous demographic develop-
ments and is represented by alternative sizes of the working age
population over time. The entry of the baby boom cohort of the 1940s
and 1950s into the labor force is representative of such an autonomous
shift. Reinforcing the autonomous increase in the labor force has
been the induced shift in the labor force participation of certain groups,
especially married women.”

TABLE 6.—CIVILIAN LABOR FORCE PARTICIPATION RATES, INTERMEDIATE GROWTH ASSUMPTIONS

[High and low assumptions are in parentheses]

Actual rates Projected rates
1970 1977 1985 1990
" Total, age 16 andover___.____._....... 60.4 . 62.3 65.3 (67.7-63.0) 66.2 (69.7-63.0)
en:
16 and over 79.7 71.7 77.0 (79.4-74.9)  76.4 (80.0-73.3)
16to 24___ 69.4 74.1 76.4 (78.9-74.4)  76.1 (81.0-73.3)
25 to 54 95.8 94.2 93.5 (95.1-92.2)  93.1 (95.6-91.1)
55 to 64._ 83.0 74.0 68.1 (73.5-64.1)  65.0 (73.3-59.0)
W 65 and ove 26.8 20.1 16.7 (19.7-11.9)  15.0 (18.1-9.4)
lomen:
43.3 48.4 54.8 (57.1-52.4)  57.1 (60.4-53.8)
51.3 59.6 69.8 (73.2-66.2)  72.8 (78.2-61.3)
50.1 58.4 68.5 (70.9-65.9) 72.4 276. 1-69.0)
43.0 41.0 40.2 (41.5-38.1)  39.8 (41.8-36.6)
9.7 8.1 6.8 (7.8-5.9) 6.2 (7.24.8)

Source: Paul Flaim and Howard Fullerten, ‘Labor Force Projections to 1990: Three Possible Paths,” Monthly Labor
Review, December 1978, p. 28. -

Fluctuations in the autonomous component of the labor force
create nonuniform growth among specific age/sex groups while secular
trends in labor force participation rates also increase the importance
of particular groups. Table 4 indicated current projections of future
population shifts. When the population changes are combined with
forecasts of trends in participation rates (see table 6), projections of
the size and composition of the labor force are produce£

19 Larry Neal, “Is Secular Stagnation Just Around the Corner?”, in Thomas Espenshade and William
Serow (eds.), The Economic Consequences of Slowing Pogulation Growth, New York: Academic Press, 1978.

20 For 8 more complete discussion of this concept see Kasterlin, op. cit.,, Chapter ITI.

21 The increase in female participation is due to a secular decline in the fertility rate, shorter work week,
increased education, increased wage offers, and greater availability of subsidized child care. For documen-
tation of this significant rise in female participation, see Juanita Kreps and Robert Clark, Sexr, Age and
Work, Baltimore: The Johns Hopkins University Press, 1975; Glen Cain, Married Women in the Labor Force,
Chicago: University of Chicago Press, 1966; and Valerie Oppenheimer, The Female Labor Force in the United
States, Berkeley: Institute of International Studies, University of California, 1969.
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The most recent projections by the Bureau of Labor Statistics of
the trend of participation rates indicate the likelihood of a further rise
In the proportion of females 15-64 in the labor force. The intermediate
growth assumptions predicate that by 1990 almost three-quarters of
all women 16-54 will be in the labor force.? This represents a continu-
ation of a trend that has resulted in a 15-percentage point increase in
the participation rate of women 20-34 in the past 10 years. During
the same period, rates for teenage females and women 35-44 rose by
10 percentage points. :

Substantial further decline is anticipated in the work rates of older
men. The tendency of males 65 and over to leave the labor force has
been one of the most prominent Jabor supply trends in the post war
period. Participation has dropped from 46.8 percent in 1948 to 20.1
percent in 1977. The projections indicate a fall to 15 percent by 1990.
The question of iabor supply of older workers is reviewed in greater
detail later in this report.

TABLE 7.—CIVILIAN LABOR FORCE, INTERMEDIATE GROWTH ASSUMPTIONS

[In millions}
Actual labor force Projected labor force
1970 1977 1985 1950
82.7 97.4 113.0 119.4
51.2 54.4 63.0 65.1
9.7 12.9 12.5 11.2
32.2 35.7 41,8 45,
7.1 7.0 7.0 6.
2.2 1.8 1.8 1.
Women:
16andover. . ool 31.5 40.0 49.9 54,
16to 24 __ 8.1 10.8 11.9 11,
25t0 54___. 18.2 23.7 32.4 37.
5510 64____ 4.2 4.4 4.5 4,
65 and over 1.1 11 1.0 1

CWSNMNW ~Na0o

Source: Paul Flaim and Howard Fullerton, ‘‘Labor Force Projections to 1990: Three Possible Paths,”” Monthly Labor
Review, December 1978, pp. 25-35.

The population changes and participation rate shifts will increase
the size of the labor force from 97.4 million in 1977 to 119.4 million
in 1990. Tables 7 and 8 indicate the age and sex composition of the
labor force based on the forecasted autonomous and induced changes
in the Nation’s labor force. Employing these projections in conjunction
with actual labor force data from 1960-75, table 9 clearly indicates
how fluctuations in cohort size can create nonuniform growth among
specific age/sex groups in the labor force. The effects of alternative
cohort size can be illustrated by following a diagonal pattern in table
9. For example, the experience of the baby boom cohort can be traced
by examing first the growth in the youngest age groups between 1960
and 1965 and 1970. As the cohort ages, the corresponding age group
of the labor force reflects a high rate of growth. Throughout 1ts work-
life, this cohort will have a significant inﬁuence on the age composition
of the labor force.

Within this framework of compositional changes in the labor force,
the rate of growth of the total labor force will, however, begin to slow

2 Paul Flaim and Howard Fullerton, ‘‘Labor Force Projections to 1990: Three Possible Paths,” Monthly
Labor Review, December 1978, pp. 25-35,
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From an estimated annual growth rate of over two percent between
1973-1980, the annual rate of change in the total labor force is projected
to be 1.6 percent in the first half of the 1980s and 1.1 percent from
1985 to 1990.2 Underlying this slowdown is the reduced number of
younger workers reaching working age in the 1980’s due to the sharp
decline of the birthrate that began in the early 1960’s.

TABLE 8.—DISTRIBUTION OF LABOR FORCE, INTERMEDIATE GROWTH ASSUMPTIONS

{in percent)

Actual distribution Projected distribution
1970 1977 1985 1990
Total:
16andover. .. . 100.0 100.0 100. 0 100.0
16t0 24___ 21.5 24. 21 18.7
2510 54 60.9 61.0 65 70.0
5510 64.._ 13.8 1.7 10.2 8.9
65 and ove| 3.9 3.0 2.5 2.4
Men:
16 and over. 61.9 §9.0 §5.8 54.6
16t024___ 1.7 13.2 11.0 9.3
25t 54.__ 38.9 36.7 37.0 38.4
55 to 64.__ 8.6 7.2 6.2 5.3
65andover . ... 2.6 1.9 1.6 1.5
Women:
38.1 41.0 44,2 45.5
9.8 1.1 10.6 9.4
22.0 24.3 28.7 31.6
5.0 4.5 4.0 3.6
1.3 1.1 .9 .9

Source: Paul Flaim and Howard Fullerton, ‘‘Labor Force Projections to 1990: Three Possible Paths,”” Monthly Labor
Review, December 1978, pp. 25-35.

TABLE 9.—PERCENT CHANGE IN THE CIVILIAN LABOR FORCE BY AGE AND SEX, 5-YEAR INTERVALS

Actual Projected (intermediate growth)
1960-65 1965-70 1970-75 1975-80 1980-85 1985-30 1990-95 1995-2000

Males

21.9 17.9 18.8 55 -129 -—-40 -33 13.1
18.7 16.7 29.6 8.4 -20 -140 -80 —-8.7
—3.4 14.2 22.5 17.6 10.0 26 -7.3 -10.3
1.4 -59 -7 12.8 22.5 16.7 3.2 1.8
4.9 3.7 1 =54 17 12.1 16.1 15.8
5.7 53 =20 20 -24 -82 -6.8 13.7
—6.8 1.6 -—-12.0 43 -32 -19 -45 =5.1

Females
22.3 28.9 24.7 1.1 -66 -1.3 -9.0 10.4
30.5 44.8 24.5 19.7 6.5 -85 —6.8 -1.9
4.8 31.6 48.4 3.0 3.8 10.0 —6.3 -9.6
7.9 4.3 8.8 28.1 33.2 24.7 13.4 3.6
8.2 '14.4 2.1 -7 2.2 16.1 23.5 16.5
20.1 15.8 2.2 6.5 .4 5.8 .1 14.8
65andover..._________________ 7.5 82 -22 25 -—L5 0 4.0 14.2

Source: C, T _Bowman, ‘‘The Labor Force, Employment and Economic Growth,"’ regort repared for the Joint Economic
Committee, 1976; Paul Flaim and Howard F'ullerton, ‘‘Labor Force Projections to 1930: Three Possible Paths,’' Monthly
Labor Review, December 1978, pp. 25-35; and unpublished BLS data.

The slowdown in labor force growth will be most prominent in the
youth labor force, age 16 to 24. (See table 9.) Already growing at a
slower pace, the youth labor force is projected to decline from 25.0
million in 1980 to 22.4 million in 1990 and then to 20.4 million in 2000.

2 Norman Saunders, “The U.8. Economy to 1990: Two Projections for Growth,”” Monthly Labor
Review, December 1978, p. 44,
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This decline will reduce the youth percentage of the labor force from
24.3 percent in 1977 to only 18.7 percent in 1990 and to 16.3 percent in
2000. One spillover effect of the current large teenage population will be
a temporary surge in the labor force group age 20 to 24 through the mid
1980’s. Women in this age group are expected to have the greatest
growth, increasing by about 1 million.

The prime age labor force, age 25 to 54, should grow rapidly over the:
next 15 years. This is due to the movement of persons born in the
period following World War II entering this age group. Second,
participation by women is expected to continue to increase. These two
factors should increase the proportion of prime age workers from 61
percent of the work force in 1977 to 70 percent in 1990. Dissecting this
projected increase, table 8 notes that prime age women are expected to
increase from 24.3 to 31.6 percent of the labor force. Women age 25-54
should account for almost two-thirds of the total labor force growth
between 1977 and 1990. It should be noted that virtually all past esti-
mates of the growth of the female labor force have understated the
eventual magnitude of the increase in female labor force participation.

The older labor force, 55 years and over, is anticipated to decline
from 14.7 percent in 1977 to 11.3 percent of the labor force in 1990. The
number of older workers is projected to remain fairly constant in the
first half of the 1980’s, and then decline in the late 1980’s. Participation
ri tes of older men are expected to decline from 47.5 percent in 1977 to
38 percent in 1990 and from 22.9 to 19.3 for women. Much of this
decline is attributable to the continuing sharp decline in the labor force
participation rate for men aged 65 and over. The participation rate for
these men declined from 47.8 percent in 1947 to 20.1 percent in 1977.
The decline is due in large measure to the growth in the Nation’s
public and private pension system along with a rise in real income.
More recently, the market activity rate of males 60—64 has also begun
to decline. This decline may be traced in part to the payment of early
retirement benefits through social security that was initiated in the
early 1960’s. As a result of the declining incidence of market work, the
over 65 labor force in 1990 is projected to be 13.4 million or less than
the 1977 level of 14.3 million despite the increasing size of the elderly
cohorts. However, the decline in the number and participation of older
workers may change as the baby boom cohorts reach this age group.
(See section on Retirement Behavior).

In reference to the aging of the work force, the entry of the post war
birth cohorts will make the overall work force younger over the next
15-20 years. As the 16-24 age group in 1975 matures, the median age
of the labor force will fall from 36 years to 34.9 years in 1980. Even
with the decline in the youth labor force after 1980, the median age will
only increase to 36.5 years in 1990. Not until 2000 will the median age
begin to increase rapidly. This is because the majority of the baby
boom cohorts will still be in their thirties in 1990.

To isolate the impact of age structure changes, the projected growth
of the labor force can be analyzed by components-of-change analysis.
In this procedure, changes in the size of the labor force are divided into
factors that cause fluctuations in the labor force—mortality, age
structure, net migration and participation rate changes. Table 10
presents labor force growth projected by component analysis for 1965
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through 1990. It is apparent that the most significant component
reflects the aging and mortality changes of the labor force. The
variance of these components reflects the movement of the baby boom
cohorts through the work force and the declining fertility patterns of
the 1960’s.

This analysis may present a somewhat misleading impression in
terms of the participation rate change component. The relatively
small changes projected conceal the magnitude of the underlying
changes in specific age/sex groups. The projected participation rate
change basically reflects shifts in the population size. If this component
is disaggregated into group-specific participation rate changes and
population shifts, one finds a dramatic increase in labor force participa-
tion especially by young females (table 6).

TABLE 10.—LABOR FORCE GROWTH BY COMPONENTS OF CHANGE!

[Percent per decade]

Aging and . Net Participation
S-year intervals mortality migration . rate change
1965-70.... 13.1 1.8 2.9
1970-75___ 12.3 1.2 1.8
1975-80___ 10.7 1.1 2.1
1980-85.__ 8.2 .97 1.6
1985-90. 5.9 .92 .7

1 The procedure used to calculate these figures comes from R. A. Easterlin, ‘‘Population, Labor Force, and Long Swings
in Economic Growth,”’ National Bureau o R h, 1961, appendix tables A-3, E-3, and B-7. Revised data
were drawn from Fullerton and Flaim, “‘New Labor Force Projections to 1990, Monthly Labor Review, December 1976.

IMPLICATIONS OF AGE STRUCTURE CHANGES

The projected shifts in the age composition of the labor force may
influence the Nation’s economic environment through a variety of
mechanisms. In the discussion that follows, we examine several likely
economic responses to fluctuations in the demographic characteristics
of the work force. Some topics have been the focus of considerable
research while other have received less rigorous evaluation.

Labor Mobility

Labor force mobility is essential to the optimal allocation of human
resources and to the efficient operation of the national economy. The
free movement of workers across industries and regions is necessary
if the economy is to be able to respond appropriately to shifts in -
technology and consumer demand. Population and labor force aging
.y alter the incentives and ability of the work force to respond to
economic fluctuations.

Geographical and occupational mobility decline with age due to
“he increased cost of the move to the individual and the decline in the
remaining working years to receive the benefits from the job change.
Thus when viewed as an investment in future well-being, migration
and mobility decisions vary inversely with age. The decline in the
proportion of the labor force with a greater tendency for mobility
may retard the ability of the economy to respond to economic fluctua-
tions. Such a finding raises the spector of higher structural unemploy-
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ment in an older population. There is, however, little systematic
evidence to support this hypothesis.

Upward mobility or promotional prospects can also be expected to
be atfected by slowing population growth. The constraint imposed by
aging upon vertical mobility is primarily a function of the absence
of populaticn growth. As a result, the typical triangular population
pyramid is replaced by a comparatively cylindrical structure. Models
have been designed to show how the opportunity of a representative
individual to move upward through the sccial hierarchy is associated
with life expectancy, the rate of population growth and the corre-
sponding age structure. Population aging decreases the promotional
prospects of younger workers as the presence of increased numbers of
older workers decrease the advancement opportunity for the young.
Early retirement tends to moderate this effect on the advancement
prospects of the young worker.”* Since the supply of young workers
relative to the entry level jobs declines even as the relative supply of
older workers to the high-status jobs increases, the age-earnings profile
may become less steeply sloped. A final point to note is that members
of the baby boom cohort will face high levels of job competition from
their peers throughout their worklives. Depending on their retirement
patterns, this competition could intensify as the cohort ages and its
members are bidding for promotions to higher ranking jobs.

Demographic Impact on Unemployment

Levels and patterns of unemployment in the national economy
depend on supply and demand conditions in the relevant labor
market. Unemployment rates are influenced by economic policy and
fluctuations in demand for output in the various sectors of the economy.
Thus, projections of future unemployment rates depend on the many
assumptions that one must make concerning public policy and eco-
nomic growth. In this report the concentration is on the effect of
demographic shifts-on the measured unemployment rate. This demo-
graphic influence works mainly through the changing size of various
age cohorts and their different unemployment experiences. In addition,
the size of any cohort may affect the unemployment position of its
members. Thus, by altering the weights of various cohorts and by
allowing the labor market experience of the cohort to vary with its
size, the demographic effect on the total unemployment rate can be
estimated.

At any time there are considerable differences in the unemployment
rates for age, sex and race groups in the population. As a result, changes
in the weights of the different groups may significantly affect the
aggregate unemployment rates. Table II illustrates the rise in the
unemployment rates in the United States during the last decade and
the considerable diversity of the rates by age and sex. The unem-
ployment rate is highest for new entrants and then declines steadily
until it reaches the oldest group. For most years, the unemployment
rate for teenagers is over four times that of middle age workers. There-
fore, the rise in the number of teenagers in the labor force over the last

2 In a research project funded by the Administration on Aging, Robert Clark, Steven Cantrell and
David Baker illustrated the sensitivity or promotional prospects to shifts in mortality, fertility, and age
of retirement, -
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15 years would be expected to adversely shift the aggregate unem-
ployment rate.

Several methodologies have been employed in efforts to estimate the
demographic component of the rise in unemployment rates.?® One
approach adopted by Michael Wachter is to construct age specific
unemployment rates from regression analysis that are consistent with
“noninflationary” or “full employment.” # This allows the size of
various cohorts and other labor market changes to shift the age-sex
specific rates. Shifts in these rates in the past two decades are shown
in table 12. These rates are aggregated to produce the overall unem-
ployment rate that would prevail at full employment at any point.
Wachter estimates that his concept of the noninflationary rate of
unemployment has risen from 4.0 percent in 1956 to 5.5 percent in

TABLE 11.—~UNEMPLOYMENT RATES FOR THE CIVILIAN LABOR FORCE, BY SELECTED
CHARACTERISTICS, 1967-77

Characteristics 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977
Total civilian labor force_....... 3.8 3.6 3.5 49 59 56 49 56 85 L7 7.0
Male. o eeeee 31 2.9 2.8 4.4 5.3 4.9 4.1 4.8 1.9 1.9 6.2
Female. . 5.2 4.8 4.7 59 69 66 60 67 93 86 8.2

Age groups:
6 and 17._ 147 147 145 1.1 187 185 17.3 185 2.4 211 19.9
18 and 19__ 1.6 1.2 105 13.8 155 146 124 133 189 17.4 16.2
20to 24 _. 5.7 5.8 57 82 99 93 78 91 136 120 10.9
25t0 34 . ___ 32 28 28 42 53 46 42 48 1.8 11 6.4
35t0dd_____ 2% 22 22 31 3.9 35 27 3.3 56 4.9 4.4
45t0 54 _ ___ 2.4 1.9 L9 28 34 30 25 29 52 45 4.0
55t0 64 . ___ 24 20 19 2.7 33 32 26 2.8 46 45 3.9
65andover_______________ 2.8 2.8 2.2 3.2 3.5 3.6 3.0 3.4 5.2 5.1 5.1

Source: U.S. Department of Labor, ‘‘Employment and Training Report of the President,’* Washington, D.C., U.S. Govern-
ment Printing Office, 1978, p. 212,

TABLE 12.—NONINFLATIONARY RATE OF UNEMPLOYMENT 1955, 1956, AND 1975: 14 AGE-SEX GROUPS

1955 1965 1975
Males:

16 to 19. 10.7 13.7 15.7
20t0 24 6.3 7.5 - 8.2
251034 .0 3.4 36
3510 44, .1 2.6 2.6
45 to 5 .0 2.7 2.5
55 to 6 .6 31 2.9
65 and over .6 3.6 3.6

Females:
6tol 9.7 13.9 16.9
20 to 24 5.6 7.6 9.0
25t 4 4.8 5.7 6.3
3510 44 .8 4.4 4,7
45t 54 __ . .3 3.5 3.7
55t064_____ .3 © 3.2 31
65 and over_._. .4 3.5 3.5

Source: Michael Wachter, ‘‘The Demographic Impact on Unem lo{:’neng: Past Experience and the Outlook for the Future,"’
;Dl_emo%%hic I;rlends and Full Employment ** special report 12, Washington, D.C., N | C for power
olicy, , p. 51

25 For a discussion of these alternative approaches, see Jose})h Antos, Wesley Mellow, and Jack Triplett,
“What Is a Current Equivalent to Unemployment Rates of the Past?’’ Monthly Labor Review, March

1979, pp. 36-48.

26 Michael Wachter, “The De: phic Tmpact on Unemployment: Past Experience and the Qutlook
for the Future,” Demographic Tr. and Full Employment, Special Report 12, Washington, D.C.: National
Commission for Manpower Policy, 1976, pp. 27-99.
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The labor force share of younger workers increased from 16.6 per-
cent in 1960 to 24 percent in 1977 and this has been a factor in the
rise in the unemployment rate. As shown in table II, younger workers
have relatively high unemployment rates due to their lack of job
specific training and permanent attachment to particular employment.
As a result, their rates of voluntary and involuntary turnover typically
exceed those of older workers. The combination of the growth o}) these
groups and the increase in their unemployment rates have raised the
aggregate unemployment rate in the economy.

Changing cohort size has not been the only factor influencing the
age l%)eciﬁc unemployment rates. In part, the increase in the age
specific unemployment rates is a response to governmental policies
that have decreased the ability of wages to adjust to economic fluctu-
ations and have reduced the cost of remaining unemployed. The
effects of minimum wage policy have been to foreclose many job oppor-
tunities traditionally sought by younger workers and females. The
expansion in total welfare payments relative to market wages over the
past 10 years has lowered the relative cost of not working. Expansion
and liberalization of the unemployment insurance system have also
increased the dur